
 
 

September 27, 2021 

 

Honorable Joyce Beatty, Chairwoman 

United States House Committee on Financial Services, Subcommittee on Diversity and Inclusion 

2129 Rayburn House Office Building, Washington DC 20515 

Honorable Ayanna Pressley, Ranking Member 

United States House Committee on Financial Services, Subcommittee on Diversity and Inclusion 

2129 Rayburn House Office Building, Washington DC 20515 

 

Dear Chairwoman Beatty and Ranking Member Pressley, 

First Step Alliance, a nonprofit organization committed to advancing successful reentry through improved 

access to financial services, would like to thank the Committee for holding a hearing on September 28, 2021, 

on eliminating barriers and increasing economic opportunity for justice-involved individuals. Formerly 

incarcerated people and their families face numerous obstacles that impair their economic wellbeing and 

chances of achieving sustainable financial independence. This letter discusses some of the specific issues that 

can affect the ability of justice-involved individuals to access and benefit from mainstream financial services. 

Each year, more than 600,000 people, the majority of whom are people of color and women, are released 

from our prison systems and attempt to rebuild their lives. While there is increasing support from reentry and 

other community-based organizations for housing and employment assistance, when it comes to accessing 

affordable financial services, many of these individuals hit a roadblock. Formerly incarcerated individuals 

frequently encounter a financial system that doesn’t welcome them back into the mainstream, often forcing 

them to use check cashers, payday lenders and other high-cost, non-bank options. They have difficulty 

opening a checking account, have often had their identity stolen and find it nearly impossible to get a loan; 

they are frequently in debt due to fines and fees owed before and during their period of incarceration. 

First Step Alliance recently published a report entitled Economic Wellbeing of U.S. Adults with Experiences 

with Incarceration & Unpaid Legal Costs.1 The information and observations included in the report were 

based on data obtained from the 2019 Federal Reserve Board Survey of Household Economic Decision-

making (SHED),2 a study the Fed conducts every year to understand the range of financial challenges and 

opportunities facing families in the United States. The report provides quantitative evidence of some of the 

economic issues and outcomes for formerly incarcerated individuals when compared to the general 

population. According to the study, one in five (20%) of U.S. adults have had a member of their immediate 

family imprisoned or jailed for at least one night. Access to financial services is a significant challenge for 

many justice-impacted individuals, who were 2x more likely to be unbanked or underbanked (32% vs.15%).3 

Excessive account fees, a history of banking issues, certain felony convictions, and the lack of valid 

identification, can contribute to this outcome.  

Prior banking problems and a criminal record can effectively shut many justice-involved individuals out of 

mainstream financial services. Specialty consumer reporting agencies, like ChexSystems and Telecheck, 

 
1  Spencer Watson, First Step Alliance, Economic Wellbeing of U.S. Adults with Experiences with Incarceration & 
Unpaid Legal Costs  (July 2020) 
2 Federal Reserve Board, Report on the Economic Wellbeing of U.S. Households in 2019  (May 2020)  
3 First Step Alliance, supra note 1. 

https://17cf123f-48e1-4ca0-a698-e4db6ba81b3c.usrfiles.com/ugd/17cf12_e5632a3151684c699ea8d231c52144d6.pdf
https://17cf123f-48e1-4ca0-a698-e4db6ba81b3c.usrfiles.com/ugd/17cf12_e5632a3151684c699ea8d231c52144d6.pdf
https://www.federalreserve.gov/publications/2020-economic-well-being-of-us-households-in-2019-executive-summary.htm
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offer banks and credit unions a means to track and report consumers across the banking system.4 Negative 

remarks on a consumer’s report indicating they are a “high risk” can lead to a checking or savings account 

denial by a financial institution. About 80% of banks and credit unions use ChexSystems to assess consumer 

risk, and so blemishes on a report can prevent many individuals with prior convictions or banking issues 

from opening accounts at the majority of financial institutions.5 Based on anecdotal information and 

comments on a blog post from Successful Release,6 previously established accounts can also be flagged at 

any time, triggering an account closure. This can happen for a number of reasons, including unpaid overdraft 

fees accumulated during incarceration. 

The Bank Secrecy Act and Anti-Money Laundering regulations (BSA/AML) concerning identity verification 

also contribute to account opening barriers for formerly incarcerated people. Under AML requirements, 

financial institutions must implement a written Customer Identification Program (CIP) that minimally 

includes obtaining certain information from the customer to reasonably verify their identity. For an 

individual, this includes name, date of birth, residential address (or address of next of kin) and social security 

number. According to the February 2021 Federal Financial Institutions Examination Council (FFIEC) 

BSA/AML Examination Manual: 

The CIP rule gives examples of the types of documents that may be used to verify a customer’s 

identity. The rule reflects the federal banking agencies’ expectations that, for most customers 

who are individuals, banks review an unexpired government-issued form of identification 

evidencing a customer’s nationality or residence and bearing a photograph or similar 

safeguard; examples include a driver’s license or passport. However, other forms of 

identification may be used if they enable the bank to form a reasonable belief that it knows the 

true identity of the customer.7  

Obtaining or reinstating a driver’s license or passport can be extremely difficult for many formerly 

incarcerated people. Often they are prevented from getting a driver’s license under state law because of 

unpaid court costs and probation fees, prior traffic violations, or child support that has accrued during their 

incarceration. As a driver’s license is the most widely accepted form of identification, justice-involved 

individuals are less able to open bank accounts and may also be prevented from entering into other financial 

or contractual obligations, such as lease agreements.  

Further adding to economic barriers are the challenges justice-impacted individuals encounter in accessing 

credit. Traditional credit scoring metrics, such as those used in the FICO score or VantageScore, vastly 

reduce the likelihood of credit approval for formerly incarcerated people. According to a research study by 

Abhay Aneja (UC Berkeley) and Carlos F. Avenancio-Leon (Indiana Univ – Bloomington), each year of 

confinement leads to a drop of 32 points in a person’s credit score.8 The researchers find that as the system is 

currently designed, the drop in credit score, inability to open a checking account, or access credit or other 

mainstream financial services have the unintended consequence of increasing recidivism by 20%. The report 

concludes by stating that financial inclusion and having access to mainstream financial services – checking 

and credit accounts – are critical for successful ex-offender reintegration and a reduction in reincarceration.  

 
4 Mehrsa Baradaran, How the Other Half Banks: Exclusion, Exploitation, and the Threat to Democracy (Harcourt 2017) 
5 Spencer Tierney, NerdWallet  Blacklisted by ChexSystems? What to Know (December 17, 2020)  
6  Adam Sanders, Successful Release,  Guide to Opening a Bank Account For Felons (October 2015)  
7 FFIEC BSA/AML Examination Manual, Customer Identification Program dated February 2021 (accessed September 

23, 2021)  
8 Abhay P. Aneja, Carlos F. Avenancio-Le´on, No Credit For Time Served? Incarceration and Credit-Driven Crime Cycles 
(May 2020 Abstract)  

https://www.nerdwallet.com/article/banking/blacklisted-by-chexsystems-what-to-know
https://successfulrelease.com/guide-to-opening-a-bank-account-for-felons/
https://www.fdic.gov/news/financial-institution-letters/2021/fil21012b.pdf
https://static1.squarespace.com/static/59dc0ec564b05fea9d3dfee3/t/5f11d977797b7f4875d36537/1595005305683/IncarcerationAccessToCredit_v07102020.pdf
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The damage to an individual’s credit has severe implications. Consider the following: nearly 1 in 6 people 

with personal or family experiences with prison or jail have “poor” or “very poor” credit scores, 2x more 

often than those without these experiences. Little to no credit, or damage to their credit while incarcerated, 

can prevent formerly incarcerated people from qualifying for even a small loan. More than 1 in 3 people 

were turned down for credit in the previous year, nearly 2x more often than for the general population.9 

Inability to obtain credit, particularly to finance cars, businesses or homes, greatly impairs someone’s 

capacity to rebuild their life, achieve financial security, and create long-term wealth for themselves and their 

families. 

Bank fees and other account terms and conditions are yet another barrier to entry. According to an article 

published in the Berkeley Economic Review:  

...the banking system is not designed with low- and middle-class households in mind. At major 

banks, such as Wells Fargo, Chase, and Bank of America, 25 to 40% of checking accounts are 

simply not profitable and are described as “money losing.” To combat this, overdraft fees, debit 

card swipe fees, ATM withdrawal fees, wire transfer charges, among other charges and fees are 

imposed. These charges that appear around every corner of the banking system create a 

significant burden and barrier of entry for low- and middle-income individuals. 10 

Exclusion from traditional banking and credit products forces many formerly incarcerated people to rely on 

alternative financial services (AFS), such as payday lenders, check cashers, and pawnshops, for their 

financial needs. In fact, justice-impacted individuals and their family members are 2x more likely than the 

general population to have used one or more alternative financial services.11  

Alternative financial services are often predatory in nature, and do not provide individuals with opportunities 

to save, build credit or develop financial security. However, it should also be noted that certain bank fees can 

be even more costly, and, as such, may also contribute to the high use of AFS for low-income households. 

The Berkeley Economic Review elaborates on this issue: 

 Despite the high risk that comes with these services, they are often the only financially feasible 

option for low- and moderate-income individuals. However, the annual percentage rates for 

payday loans are between 300 and 600%; if overdraft fees were treated as a payday loan that is 

repaid within three days, the APR would be 1700%. Considering the fact that 12 million 

Americans take out payday loans each year, multiple times a year, and the assumption is made 

that if these Americans turned to financial institutions, they would incur overdraft fees in place of 

payday loans, overdraft fees would become far too burdensome and costly for low-income 

individuals. This is the very reason that low- and moderate-income individuals tend to turn to 

financial alternatives for their banking needs.12 

The opportunity to acquire financial knowledge is also limited for justice-impacted individuals. According to 

the Center for Financial Inclusion/Accion, Basic understanding of how to manage personal finances and 

efficiently allocate earnings are crucial components of ensuring offenders do not turn back to crime in 

 
9 First Step Alliance, supra note 1. 
10 Berkeley Economic Review, Banking and Poverty: Why the Poor Turn to Alternative Financial Services  (April 15, 
2019)  
11 First Step Alliance, supra note 1; Rachel Morpeth, Center for Financial Inclusion/Accion, Financial Literacy for 
Convicted Felons: A Way to Lower Recidivism? (November 21, 2019) 
12 Berkeley Economic Review, supra note 10. 

https://econreview.berkeley.edu/banking-and-poverty-why-the-poor-turn-to-alternative-financial-services/
https://www.centerforfinancialinclusion.org/financial-literacy-for-convicted-felons-a-way-to-lower-recidivism
https://www.centerforfinancialinclusion.org/financial-literacy-for-convicted-felons-a-way-to-lower-recidivism


 

4 
 

desperation.13 Although a number of reentry programs offer financial education workshops, their efficacy is 

generally limited because of their short-term nature. Financial education is needed over a longer period to be 

effective for those individuals who do not have any prior knowledge or managed a bank account in the past. 

Recognizing the critical importance of improving access to financial education prior to someone’s release 

from prison, in 2017, the Pennsylvania Department of Corrections and Pennsylvania Department of Banking 

and Securities (DoBS) created an interagency collaboration to improve reentrants’ financial capability. A 

jointly published report detailed the findings over a one-year period, and presented some compelling 

information on the potential connection between having a bank or credit union account and a lower rate of 

recidivism:   

One of the many challenges faced by men and women returning to society – sometimes after 

decades of incarceration – is their unfamiliarity with financial concepts and tools. Opening a 

banking account, using a credit card, or saving money can be overwhelming and intimidating. 

Often, reentrants make mistakes with finances because of a lack of knowledge, thus creating 

problems in their personal lives that can lead to narrower ranges of choices and bad decisions. 

History has shown these bad decisions have led to additional criminal charges and 

incarceration. Corrections’ research has shown that 73 percent of ‘successful reentrants’ (those 

out three or more years) had an account with a bank or credit union. Of unsuccessful reentrants 

(those recidivating before three years) only 39 percent had accounts. 14 

The mainstream banking system, as it exists today, is not very welcoming to low-income individuals, and 

justice-impacted people experience even greater challenges. While some financial institutions do offer 

second chance banking programs, these programs are not widely available: only about 3% of credit unions 

and less than 1% of commercial banks offer these accounts, and often the terms and conditions are less 

attractive and affordable than accounts available to general consumers. Most financial institutions impose 

high service charges and/or minimum balance requirements, as well as have other account restrictions. 

Furthermore, many banks and credit unions will not open accounts for individuals with certain types of 

felony convictions.15 Some fintech providers, such as Chime and Axos, provide “non-traditional” banking 

alternatives for formerly incarcerated individuals, as they appear to be more lenient in their account opening 

decisioning process (i.e., they do not use ChexSystems). Products available on these platforms, however, are 

generally limited to basic checking accounts and debit cards with relatively high usage fees. Additionally, 

consumers do not have access to financial guidance or to the more robust customer service banks and credit 

unions typically provide.  

Suggestive of ways to move forward, in 2019, the Cities for Financial Empowerment Fund (CFE) created the 

Bank On national certification program to improve access to safe and affordable bank or credit union 

accounts. According to Bank On, there are now approximately 100 bank and credit union accounts certified 

as meeting their National Account Standards, a pricing template built around low costs and no overdraft 

fees.16 These developments are encouraging, but more work needs to be done that focuses on the specific 

banking issues formerly incarcerated individuals continue to face. 

 

 
13 Financial Literacy for Convicted Felons, supra note 11. 
14 John E. Wetzel, Pennsylvania Secretary of Corrections, Robin L. Wiessmann, Pennsylvania Secretary of Banking and 
Securities  Finances After Prison: A Collaborative Approach (February 2018)  
15 Spencer Tierney, Chanelle Bessette, NerdWallet, Second Chance Checking Accounts Across the U.S. (August 13, 
2020)  
16 Bank On (accessed September 24, 2021) 

https://www.dobs.pa.gov/Documents/Publications/Reports/Financial%20Capability%20for%20Reentry.pdf
https://www.nerdwallet.com/blog/banking/second-chance-checking/
https://joinbankon.org/
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There are several actions financial institutions can take to help reduce entry barriers for justice-impacted 

individuals:   

● When assessing consumer risk, in addition to the “black box” information obtained from reporting 

agencies, such as ChexSystems, FICO and VantageScore, financial institutions should incorporate 

more holistic quantitative and qualitative evaluation criteria. Current algorithms used by these 

agencies to calculate risk scores are primarily based on historical information; for many impacted 

individuals, this will result in a negative outcome. To address this issue, banks and credit unions 

might also consider using current and forward-looking data about the individual and their financial 

behavior, such as on-time bill payments, length of employment, and other metrics that point to 

responsible money management.  

● For identity verification purposes, financial institutions should consider accepting alternatives to a 

driver’s license or passport, when these documents are not readily available – such as a prison or 

other state-issued photo id. Government regulatory guidelines permit the use of other forms of 

identification that enable financial institutions to form a reasonable belief they know the customer’s 

true identity. 17 

● All banks and credit unions should offer low-cost, no overdraft second chance programs to improve 

access to safe and affordable banking products for justice-impacted households. Credit counseling 

services and financial education resources should also be provided to these customers to help them 

create a roadmap to financial wellbeing.  

In summary, justice-involved individuals experience significant issues when it comes to fair treatment in 

banking. As a population, they are largely unbanked, unable to obtain the financial services they need to 

create a path forward. With limited access to mainstream financial services, it is very difficult for formerly 

incarcerated people to get back on their feet, become productive members of society and achieve long-term 

financial health.  

The financial services industry should take a more holistic, supportive approach to addressing the financial 

challenges of this highly marginalized community. Past mistakes may not be indicative of future behavior, 

and everyone deserves a second chance. We respectfully request the Committee take steps to encourage 

banks and credit unions to examine their existing account opening policies and procedures, incorporate 

additional risk assessment criteria into their decisioning processes, and offer affordable, second chance  

programs for formerly incarcerated individuals. Removing some of the current financial services barriers will 

help drive economic empowerment and can result in more positive outcomes for many justice-involved 

people and their families, while also helping reduce recidivism. 

Sincerely, 

First Step Alliance 

email: info@firststepalliance.org 

website: www.firststepalliance.org 

 

CC:  

Honorable Maxine Waters, Chairwoman, United States House Committee on Financial Services 

Honorable Patrick McHenry, Ranking Member, United States House Committee on Financial Services 

 
17 FFIEC BSA/AML Examination Manual, supra note 7. 
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